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SUBJECT: FISCAL REVIEW OF GARCES RESIDENTIAL CARE - A GROUP 
HOME FOSTER CARE CONTRACTOR 

At the request of the Department of Children and Family Services (DCFS), we reviewed 
the fiscal operations of Garces Residential Care (Garces or Agency) from January 1, 
2008 through December 31,2008. Garces is licensed to operate one group home (GH) 
with a resident capacity of six children. Garces is located in the Fifth Supervisorial 
District. DCFS and Probation Department (Probation) contract with Graces to care for 
foster children placed in the Agency's home. DCFS paid the Agency a total of 
$358,879 in GH foster care funds during calendar year 2008. 

The issuance of our report to your Board was delayed in part by changes in federal and 
State regulations regarding possible repayment of questioned costs from fiscal audits. 
To enable Garces to begin taking corrective action immediately, we discussed the 
findings and recommendations from our review with Agency management and DCFS 
on April 28, 2009. 

Summarv of Findinas 

We identified $2,587 in unallowable costs and $76,042 in unsupported/inadequately 
supported costs. DCFS indicated that Garces has signed an agreement to repay the 
unallowable and questioned costs. 

We also noted that DCFS and the Agency need to work together to resolve and collect 
overpayments. Garces also needs to strengthen its controls over bank reconciliations, 
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accounting and disbursement procedures and payrolllpersonnel procedures. Finally, 
the Agency needs to take steps to ensure that its Board of Directors is independent. 
Details of our findings are discussed in Attachment 1. 

The findings in this report are significant and Garces needs to take action to address 
the recommendations in this report. 

We discussed our findings with Garces' management and DCFS on April 28, 2009, but 
were unable to issue our final report to your Board due to changes in federal and State 
regulations. The Agency's response to this report, which is incorporated into DCFS' 
Fiscal Corrective Action Plan (Attachment II), indicates the Agency's general agreement 
with our findings and recommendations. The Agency has also agreed to repay the 
unallowable and unsupportedlinadequately supported costs. We thank Garces' 
management and staff for their cooperation during our review. 

This audit is not intended to be, and does not constitute, the discovery or identification 
of an overpayment for purposes of the federal lmproper Payments Act, related 
California State laws, including but not necessarily limited to Welfare and Institutions 
Code Sections 1 1466.23, 1 1466.235, 1 1466.24, etc., nor State regulations intended to 
implement either the federal lmproper Payments Act or related provisions in State law. 
This audit is intended solely to assist the County Department of Children and Family 
Services in managing its contractual relationships. Consequently, this report will be 
forwarded to the County Department of Children and Family Services in order that it 
might take further action, as it deems appropriate, based on its contents. Such further 
action may, or may not, include the discovery or identification of an overpayment for 
purposes of federal or State law. 

Please call me if you have any questions, or your staff may contact Jim Schneiderman 
at (213) 253-0101. 

Attachments 

c: William T Fujioka, Chief Executive Officer 
Patricia S. Ploehn, Director, Department of Children and Family Services 
Donald H. Blevins, Chief Probation Officer 
Carlos Garces, Executive Director, Garces Residential Care 
Board of Directors, Garces Residential Care 
Cora Dixon, Bureau Chief, Foster Care Audits Bureau, CA Dept of Social Services 
Commission for Children and Families 
Public Information Office 
Audit Committee 
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Attachment I 

Garces Residential Care Group Home 
Fiscal Review 

REVIEW OF EXPENDITURESIREVENUES 

We identified $2,587 in unallowable costs and $76,042 in unsupported/inadequately 
supported costs. In addition, DCFS and Garces need to work together to resolve some 
potential overpayments. Details of these costs/overpayments are discussed below. 

Applicable Reaulations and Guidelines 

Garces Residential Care is required to operate its GH in accordance with the following 
federal, State and County regulations and guidelines: 

e GH Contract, including the Auditor-Controller Contract Accounting and 
Administration Handbook (A-C Handbook) 

Federal Office of Management and Budget Circular A-122, Cost Principles for Non- 
Profit Organizations (Circular A-I 22) 

California Department of Social Services Manual of Policies and Procedures 
(CDSS-MPP) 

California Code of Regulations, Title 22 (Title 22) 

Unallowable Costs 

We identified $2,587 in unallowable expenditures: 

$2,189 in unallowable interest and penalties; $1,029 for credit card finance charges, 
$597 for interest on a home equity line of credit, $352 in non-sufficient fund (NSF) 
and overdraft fees and $21 1 in late fees for insurances services. Circular A-122 
Sections 16 and 23 indicate that penalties and interest are unallowable costs. 

$210 for cable services that did not benefit the GH. The cable services were 
provided to a location that was not owned or used by the GH program. A-C 
Handbook Section C.1.5 states that only those expenditures that are necessary, 
proper and reasonable to carry out the purposes and activities of the program are 
allowable. 

$1 88 for alcoholic beverages purchases. Circular A-1 22 Section 2 states the cost of 
alcoholic beverages is unallowable. 

A U D I T O R - C O N T R O L L E R  

C O U N T Y  O F  L O S  A N G E L E S  
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Unsupportedllnadequately Supported Costs 

A-C Handbook Section A.3.2 states that all expenditures must be supported by original 
vouchers, invoices, receipts, cancelled checks or other documentation. Unsupported 
expenditures will be disallowed upon audit. 

We identified $76,042 in GH expenditures that were either unsupported or were not 
adequately supported. Specifically: 

$66,852 in inadequately supported credit card charges, for items such as home 
fixtures, food and postage. The Agency provided credit card statements and 
cancelled checks, but no receipts to substantiate the expenditures were GH related. 

$6,279 in inadequately supported costs involving payments for home repairs, 
accounting services and clothing expenses. The Agency provided cancelled checks 
for these expenses, but no original itemized receipts, and no explanation of the 
nature of the expenses and how they benefited the GH program. 

$2,911 in inadequately supported payments on a Home Equity Line of Credit. We 
were unable to verify that the loan proceeds were deposited into the Agency's bank 
account. As a result, we could not determine if the funds were used for the GH 
program. 

Recommendations 

I. DCFS management resolve the $78,629 ($2,587 + $76,042) in 
unallowable and unsupportedlinadequately supported expenditures 
and collect any disallowed amounts. 

Garces' management: 

2. Ensure that foster care monies are used for allowable expenditures 
to carry out the purpose and activities of the Agency. 

3. Maintain adequate supporting documentation for all Agency 
expenditures, including original itemized invoices and receipts. 

POTENTIAL DCFS OVERPAYMENTS 

DCFS records show some potential overpayments. DCFS and Garces should work 
together to resolve the overpayment, and DCFS should collect any verified 
overpayments. Garces' management should ensure that any future payment 
discrepancies are immediately reported to DCFS and any excess amounts are repaid 
promptly. 

A U D I T O R - C O N T R O L L E R  

C O U N T Y  O F  L O S  A N G E L E S  
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Recommendations 

4. DCFS management work with Garces to resolve the overpayments 
and ensure thattGarces reimburses the County for any confirmed 
overpayments. 

5. Garces' management ensure thatany future payment discrepancies 
are immediately reported to DCFS and any excess amounts are 
repaid promptly. 

CONTRACT COMPLIANCE AND INTERNAL CONTROLS 

We noted some contract compliance issues and internal control weaknesses. DCFS 
should ensure that Garces management takes action to address the recommendations 
in this report. DCFS should also monitor to ensure the actions result in permanent 
changes. 

Bank Reconciliations 

A-C Handbook Section B.1.4 states that bank statements should be received and 
reconciled by someone with no cash handling, check writing or bookkeeping roles. 
Monthly bank reconciliations should be prepared within 30 days of the bank statement 
date and reviewed by management for appropriateness and accuracy. Both the 
preparer and the reviewer should sign and date the bank reconciliations. 

The Agency does not prepare bank reconciliations as required by the A-C Handbook. 
The Agency's accountant runs a reconciliation report from its accounting software, but 
this information is not compared to the bank statements. In addition, the reconciliation 
report is not signed by the preparer or by Agency management to document their 
review. 

Bank reconciliations are necessary to identify and investigate any discrepancies 
between the Agency's accounting records and bank statements due to timing, error or 
fraud. The Agency should ensure to complete bank reconciliations as required. 

Recommendations 

Garces' management ensure: 

6. Bank statements are reconciled on a monthly basis to the Agency's 
accounting records by someone with no check writing or 
bookkeeping functions. 

7. Management reviews the reconciliations for appropriateness and 
accuracy. 

A U D I T O R - C O N T R O L L E R  

C O U N T Y  O F  L O S  A N G E L E S  
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8. Both the preparer and reviewer sign and date the reconciliations. 

Accounting and Disbursements 

A-C Handbook Section B.2.1 states that all disbursements for expenditures, other than 
petty cash, shall be made by check. In addition, if the bookkeeper signs checks, a 
second signature is required on the checks. 

We reviewed a sample of 40 non-payroll expenditures and noted the following 
weaknesses in the Agency's accounting and disbursement procedures: 

Twenty-five (63%) check payments reviewed were prepared, recorded and signed 
by the Agency's accountant. There was no second signer. Check disbursements 
should be approved by someone independent of check preparation and 
bookkeeping activities. If the accountant signs checks, a second signature should 
be required on all payments to verify the appropriateness of the expense, 
regardless of the amount. 

Six (15O/0) cash withdrawals totaling $4,000. The Agency had receipts that 
supported these expenditures for food, repairs and program activities. The A-C 
Handbook requires all disbursements for expenditures, other than petty cash, to be 
made by check. Garces should establish a petty cash fund for small, incidental 
expenses and make all other disbursements by check. 

e Two (5%) invoices were not marked "paid". All supporting documentation should be 
marked "paid" or otherwise cancelled to prevent reuse or duplicate payments. 

Recommendations 

Garces' management: 

9. Require a second signature on all checks by someone independent 
of bookkeeping responsibilities. 

10. Pay all routine non-incidental expenses by check. 

11. Establish a petty cash fund for small incidental expenses and stop 
making cash withdrawals. 

12. Ensure all supporting documentation is marked "paid" or otherwise 
cancelled to prevent reuse or duplicate payments. 

PayrolllPersonnel Controls 

CDSS-MPP Section 11-402 requires that supporting documentation be maintained for 
all program expenditures, including employee salary rates. In addition, A-C Handbook 

A U D I T O R - C O N T R O L  L E R  
C O U N T Y  O F  L O S  A N G E L E S  



Section B.3.1 states that timecards or time reports must be signed by the employee and 
supervisor to certify the accuracy of the reported time. 

We reviewed 12 employee personnel and salary records and noted the following: 

r Eleven (92%) employees' personnel files did not contain current salarylpay rate 
information. 

0 Four (33%) timecards were not signed by the supervisors. 

Garces' management: 

13. Ensure employees salarylpay rates are consistently documented in 
the employees' personnel files. 

14. Ensure timecards are consistently signed by the supervisor to certify 
the accuracy of the reported time. 

California Corporations Code Section 5227 states that not more than 49% of the 
persons serving on the board of any corporation may be "interested persons". 
"Interested persons" includes any person currently being compensated by the 
corporation for services rendered to it within the previous 12 months, whether as a full- 
time or part-time employee, or independent contractor. 

Three (60%) of the five Garces' Board members were compensated by the Agency. 
Specifically, the Board President worked as the Executive Officer and was paid 
$26,272, the Board Treasurer worked as the Financial Officer and was paid $26,780 
and the Board President was paid $9,616 for Administrator duties. The Agency needs 
to comply with the California Corporations Code and ensure that the Board's 
independence is not compromised. 

Recommendation 

15. Garces' management ensure that the Board of Directors is organized 
in accordance with the California Corporations Code. 

A U D I T O R - C O N T R O L L E R  
C O U N T Y O F  L O S  A N G E L E S  



County ef Les Angrler 
DEPARTMENT OF CHILDREN AND FAMILY 8ERVlCPd 

418 Bki3ttg Pfae@, Rn l a ,  &lif@mia 9%%i!% 
~crq a & r  

Carloe Oem%g, Exescrtive D f n ~ k r  
@ame~ W%$id$~ti%l Cera 8 e ~ i t s g  
3243 N.. Mecrntei~ Avenue 
Clareme~t, €24 $17l4 

Deer MP? Gar@%; 

RV Y r n I M V M Y  
mlid Bs$iS€ 
RQN r(Nkff€ 

RUM BIstrleC 
MI@#& B), M Q N W @ H  

PiW meC 

AUDITOR.CONTROLL&R'8 FISCAL AUDIT REPORT ON OARCIS8 RE8lDBNTIAL CARE * A 
BROUP HOME FO8TIR CAR# CONTRACTOR 

WB Rave reviewed your flsoal mrndlve a6flen plan (PCAP) d@bd Msry 7, 2818 In nsponrre to the 
AcrdIter=Contrellrtrs draft ficreal rudit nport that we8 distrlbcrtesl at the exli wnfennerr on 
danlrrry 12,2010, Thr FCAP fully addnowe 16 nwmmendatiens (bee Attrrohment Ill), In addition, 
the two reeommmdtrtionr dln&ed to D6B8 wen fully addnrrwd. 

With ngerd to the $78,629 In que#tIoned cests, Qarces Rmldentfal Can Benrfma and DCF8 q r w d  
that the total of $76,628 wag dkallowed and must be repaid to the Department, Pkam contacf the Los 
Ang@k6 County Treasurer and Tax Colkotot Bepartment, by May 26,2010 is scheduk r time to sign 
r repayment agreement for the amount el $98,629, 

Kathy Oloster, Operatlono Chief 
Lor Angeles County Treasurer and Tax Collector Revenue and Enforcement 

225 N. Hlll Street Room 122, Lo8 Angeles, CA 90012 
(21 3) 883-7968 - 

With regard to the overpayment, please contact Luie Cartaneda, Supervisor, Overpayment Unlt, 
(213) 351-3212 to reconcile any overpayment, on record. DCFS records as of May 13,2010 reflect a 
$67,080 overpayment balance for thrs agency. -DCFS will require a efgned repayment agreement for 
the overpayment balance. 

If you have any questions, please contact Ali Gomaa-Mersal of my staff at (213) 351-3209. 

Sincerely, 

q - 4 ~  
Barbara Abrams, Interim ASM Ill 
Fiscal Monitoring and Special Payments 

Attachments 
c: Mike McWatters, Chief Audit Division 

Russell Lingo, Principal Accountant-Auditor 
"To Enrich Lives Through Effective and Caring Service" 



NOW Department ef 3fhildmR lilnd Family Bewigeg (DCF8) will o ~ l y  rwigw 
doeummtatien ~ o t  previeugly previded to the Audito~Controll@r. 

Based o~ the FCAP dated May 7,2040, eubmitted by Oaree~ Wegidential Care 8elc~i~eg 
the statue ef @@6k noernm@ndation is %urnmarife$ fjle  fallow^): 

16 We~ornmendatione (4 -4  6) were fully eddreoeed, 

1. DCFS mrrnaqemont ruolvo tho $78,62@ ($2,687 + $76,042) In unallowrrbk md 
un8upportod/inrrdoqubtoly rupportod oxpondituror and eolloct any 
dirallowcrd amount#, 

Agency Proposed FCAP: QRCS wlll work with DCFS ts resolve unallowrble and 
unsupported expenditure$. Danilo Gerces, CFO will work with BCF8 to set up 
payment plan. An appointment will be scheduled by May 26, 2010 to enburg plan 
is set. . 
DCFS Reepon8e: DCFS accepts the agency's response. Please contact the Los 
Angeles County Treasurer and Tax Collector Department, as soon as possible to 
schedule a time to sign a repayment agreement for the amount of $78,629. 
Please contact 

Kathy Gloster 
Operations Chief 

Los Angeles County Treasurer and Tax Collector Revenue and Enforcement 
225 N. Hill Street Room 122 

Los Angeles, CA 90012 
(21 3) 893-7968 

kg loster@ttc.lacounty.gov 

2. Garces' management ensure that foster care monies are use for allowable 
expenditures to carry out the purpose and activities of the Agency. 



A C J ~ R O ~  Brep~$ed FCAPi QWC@ will engure that rn~nieg used for all~wable 
e~penditufeg t~ mfry out the purpeae arid aetivitieg k r  the agenay: Da~i le €3wtss 
will be appointed to meun rne~iee a n  being carried out with the pufpme f6)r 
activities r@I@ted b group home ~&ivities: 

3, Orrees' mrnrgement mainbin adoquite supper41ng doeumonlrrllon far all 
Agefley ex(londitur88, ineluding original itemimd Involoss and neoigb, 

Agonoy Propoaod FCAP: QWCI will maintain edequatg supporting 
dooumentatien for %I1 Ageney exp@nditune, i~oluding originel ikrnired invoioes 
and noelpk, &)anile Gorses will ofisurn that r@miptr ere osli@@@d a ~ d  
doeurnentation %upporting tnnradion involving group aetivitie8 an wmpiling with 
DCFB nqulnmonb. 

DCFS Roapon8or DCF8 aosepts the ag@n~y's policy, 

4, DCFS mrnrgomant work with Oarco8 to m8olvo tho ovorpaymenk and 
on8un that Oarcea nlmbuner the County for any conflrmod ovarprymank, 

Agency Propoaod FCAP: ORCS will work with the County to resolve 
ov@rpryments and ensure that 6RCS relmbune tho County for any confirmed 
overpayments, Carlos Grams will schedule overpayment appointment wfth the 
County to resolve issues regarding overpayments and ensure confirmed 
overpayments are resolved sccordlng to payment plan developed, 

DCFS Recrponae: Please contact Luis Castaneda, Supervisor, Overpayment 
Unit, (213) 351-3212 to reconcile any overpayments on record. DCFS records as 
of May 13, 2010 reflect a $87,080 overpayment balance for this agency, DCFS 
will require a signed repayment agreement for the overpayment balance. 

6. Garces' management encrure that any future payment dbcrepancles are 
immediately reported to DCFS and,any excess amounts are repaid promptly, 

Agency Proposed FCAP: All future overpayments will be repaid and addressed 
immediately by Danilo Graces. 

DCFS Response: DCFS accepts the agency's policy. 

6. Garces' management ensure bank statements are reconciled on a monthly 
basis to the Agency's accounting records by someone with no check writing 
or bookkeeping functions. 

Agency Proposed FCAP: GRCS will ensure statements are reconciled on a 
monthly basis to the Agency's accounting records by someone with no check 
writing or bookkeeping functions. 

Page 2 of 4 



7, Bnrcree' muRa$em@nt QIRSW~@ management ravigws tke naeneilietiens fer 
apprepriatene~s i ~ d  aecturaey, 

A$eney Propo8ed PCABi QWC8 will enacrn nviewe for the reeronailktienr for 
appropTiafene@@ and aeouney, Danile Qaroes will engun the irnplernent~ltion of 
review$ and 8ignafure8 for all bank reao~eriliationa with review@r that will be 
appointed and announoed tag 88611 a8 one ie found, CFO and nvigwer will meet 
onm a month to review feeord~(g and ensure a~eufaciy and proper dorrumenbtlon 
for moonsiliation: 

DCFS Roaponaoi DCF8 tao~@ptra the rg@ncsy'% palioy, 

8, Oarco8' mrnagomont on8un both tho pnprnr and rovlowor #Ian rnd dato 
tho rooonollirtlona. 

Agoncy Propoaod PCAP: 8R68 pnparen and revlewcsrcr will r l g ~  and date the 
nc~nolllation@~ 

DCFS Ro8ponao: BCF8 acaept8 tho ergonoy's poltoy. 

9, Oarcw' managomant nquln a 8econd 8lgnatun on all chocks by aomoono 
independant of bookkeaplng re8pon~iblll4a8. 

Agency Propo8ad FCAP: QRCS will require a second signature on all checks by 
someone independent of bookkeeping nsponslbllltles, Danllo Oarces will appoint 
a second pereon to sign all check8 that Is free of bookkeeping responsibllitles. 

DCFS Re8ponre: DCFS accepts the agency's policy, 

10. Garces' management pay all routine non-Inoldental expense8 by check, 

Agency Proposed FCAP: GRCS will pay all routine non-incidental expenses by 
check. All routine non-incidental expenses will be paid by check and a second 
signature completed. 

DCFS Response: DCFS accepts the agency's policy. 

11. Garces' management establish a petty cash fund to be used for small 
incidental expenses and stop making cash withdrawals. 

Agency Proposed FCAP: A petty cash fund will be established for small 
incidental expenses and will stop making cash withdrawals. GRCS will establish a 
petty cash fund that will be kept at the facility and overseen by the Administrator, 
David Cuevas, who will send ledger back to Danilo Garces for review every month. 

Page 3 of 4 



I%, Oarcresq manrreement @nsur@ all supporting doeum@nCtion is marked "paidr1 
or otherwise eancreled te prevent reuse or duplloato paym@nb, 

Agenoy Proporred FCAP: OWC8 will enoun all dee~mentafio~ ie marked "paid1' 
or otkerwioe eaneelled to prevent nuee er duglictab gaymentr: Danile, Oareotg will 
also deeument ikme ao paid to enoure and prevent reu8e or dup~i0aOcir~8: 

DCFE) Rosponsei DCFB aseepb the ageneyf8 polityl 

1 3  Oawea' management eniuro omployoes aalarylpay rrtos are consistently 
deeumonted in tho omployooa' pononnol fllea. 

Agoncy Propoaod PCAPr GWCB will eneun ermplciryees ealariselpay ntee are 
eonsi8kntly dooumented in the ermgloyeee B@non~@l file@, Adminietntcirr, Bovid 
Cuevas will aleo doeument pay rate% I BIQIQ~I~IJ in the employeso' flle8 a$ new 
employee8 an kind and nvlew ourrant file% to enaun pay rates are vieible and 
deoumenkd, 

DCFS Roapona@: BGFS accept8 th@ erggncy'e pslioy, 

14. Oarcea' management en8un timecard8 a n  conaiatontly algned by the 
8uperviaor to certify the accuracy of the reported time, 

Agency Propoamd FCAP: Timecards wlll be consl8tently signed by the 
supervisor to certify the accuracy of the reported tlmes. Administrator, David 
Cuevas will be responsible for properly dgning timecards as they are reviewed for 
verification of hours and accuracy. 

DCFS Response: DCFS accepts the agency's policy. 

16. Garces' management ensure that the Board of Directors is organized In 
accordance with the California Corporations Code. , - 
Agency Proposed FCAP: GRCS will ensure that the Board of Directors is 
organized in accordance with the California Corporations Code. The CEO Carlos 
Graces will ensure that the governing body of GRCS will comply with all applicable 
laws and corporate procedures established by the state of California. Any and or 
all changes that occur in the future in regards to legislation will be addressed and 
implemented accordingly. 

DCFS Response: DCFS accepts the agency's policy. 
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